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ABSTRACT 

This report describes the nature and ramifications of 
the employment problem in developing nations and presents the 
available empirical evidence. In addition to discussions of 
unemployment and the structure of employment, the report includes an 
analysis of the interrelationships between income distribution, 
nutrition, and productivity of the labor force. Employment trends in 
both industrial and agricultural sectors are projected, and the 
problem of collecting accurate data in developing countries is 
discussed. (BH) 
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The Organisation for Economic Co-operation and Development 
(OECD), which set up under n Convention signed in Paris on 
14th December , I960, provides that the OECD shall promote 
policies designed : 

— to achieve the highest sustainable economic growth and 
employment and a rising standard of living in Member 
countries, while maintaining financial stability, and thus to 
contribute to the development of the world economy; 

— to contribute to sound economic expansion in Member as 
well as non-member countries in the process of economic 
development ; 

— to contribute to the expansion of world trade on a multi- 
lateral, non-discriminatory basis in accordance with inter- 
national obligations. 

The Members of OECD arc Austria, Belgium, Canada, 
Denmark , Finland, France, the Federal Republic of Germany, 
Greece, Iceland, Ireland, Italy, Japan, Luxembourg, the Netherlands r 
Norway, Portugal, Spain, Sweden, Switzerland, Turkey, the United 
Kingdom and the United States. 

The Development Centre of the Organisation for Economic 
Co-operation and Development was established by decision of the 
OECD Council on 23rd October 1962. 

The purpose of the Centre is to bring together the knowledge 
and experience available in Member countries of both economic 
development and the formulation and execution of general policies 
of economic aid; to adapt such knowledge and experience to the 
actual needs of countries or regions in the process of development 
and * ' put the results at the disposal of the countries by appro- 
priate means. 

The Centre has a special and autonomous position ivj7/jj7j the 
OECD which enables it to enjoy scientific independence in the exe- 
cution of its task. Nevertheless, the Centre can draw upon the expe- 
rience and knowledge available in the OECD in the development 
Held. 
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AUTHORS’ PREFACE 



This is the first in a series of studies initiated by the Development 
Centre about the employment problem in less developed countries. The 
study attempts to describe- the nature and ramifications of the problem, and 
gathers together as much empirical evidence as could be obtained. 

The merits of the various policies which might be used to tackle the 
problems are the subject of later studies in the series and are not discussed 
in this volume. Nevertheless, the assessment and. interpretation of evidence 
presented here, if carried a stage further, would imply certain particular 
directions for policy. It is fair to point out that where evidence ? ~ 
and unsatisfactory as is the case for employment in less develops c 
the element of judgement involved in deriving such conclusions is uncomfort- 
ably lar e. Certainly, very much empirical work remains to be done before 
anything like settled conclusions or even systematic appraisal can be hoped 
for. 



Miss Jaeger worked continuously on the project from the beginning 
and was, in parti-: Jar, responsible for all the. research into the issues of 
nutrition and working efficiency, nutrition and income, and the historical 
experience of employment problems in the now developed countries. 

We have taken advice and received information from a great many 
people most of whom, as always, must remain nameless or figure only in the 
Bibliography. But we are grateful in particular to Professor Elliot Berg 
of Michigan University and to Maurice Scott of Nuffield College, Oxford, 
for extensive and very useful comments on an earlier draft of the paper. 
We also learnt much on visits to the International Labour Office in Geneva 
and to the United Nations Food and Agricultural Organisation in Rome, 
both from the officials who gave up valuable time to discuss the problems 
with us and as a result of the extensive library facilities we were afforded 
there. 

Within the Centre, our thanks are due to Dr. Montague Yudelman, 
the Vice President, and to Dr. Friedrich Kahnert, Head of the Research 
Division, for advice and guidance, for continuous encouragement and, in 
the later stages, for considerable patience. We have also benefited consider- 
ably from day do day discussion with colleagues, especially Peter Richards 
and Gavan Butler ; the latter read tl\^ final draft and his comments and 
suggestions materially improved and sharpened the structure of the argument. 

Neither individuals nor organisations are of course responsible for the 
opinions expressed or for any factual errors, all of which remain the sole 
responsibility of the authors. •** 
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Chapter I 

A GENERAL OVERVIEW OF THE PROBLEM 1 

The New Concern (.bout the Employment Problem 

Until recently problems of low labour utilisation and low earnings have 
not been among the central pre-occupations of either economists and planners 
or the governments (including aid donors) whom they advise.^ Under- 
employment and inadequate incomes were held to come about simply be- 
cause, ex definitions, less developed countries are poor in reproducible 
factors of production, in skills and in technical know-how. Once the process 
of growth is begun, once wealth, capital and knowledge increase and as 
education and businesslike thinking spread, so employment opportunities 
would begin to improve. Thus calculations of surplus labour with which 
an earlier literature concerned itself were often used to show how the need 
for additional manpower in the developing modern sector could be met. 
Today, the more likely question would be whether productive ways to absorb 
the surplus can be found. 

The change in attitude towards the problem can be explained by grow- 
ing knowledge about a number of disquieting trends in developing countries 
of which perhaps five are particularly relevant. Taken together they suggest, 
as we shall try to document in more detail late/ that there are substantial 
and increasing numbers of people available for .vork who are unable to 
maintain an adequate living standard on the basis of the employment oppor- 
tunities open to them. We shall briefly summarise this new knowledge about 
the situation. 

Growth in labour force 

Hirst, and most important, is a current and prospective growth in labour 
force which is really massive by the standards of recent world history or in 
comparison with the sorts of increases being experienced in the now dev- 
eloped countries. Taking all less developed countries together, we can fairly 
confidently expect not less than 25 per cent growth in numbers wanting 
work between 1970 and 1980, while the corresponding figure for developed 
countries is only about 10 per cent. This consequence of the population 
explosion is with us for a long time to come since any lowering of birth rates 
now does not begin to affect the number of new entrants until some 12 to 
1 5 years later. Indeed, for an increasing number of countries, employment 
is emerging as a more serious population problem than the much more widely 
canvassed question of the adequacy of food supplies. 

1 . Note. The figures between square brackets in the text refer to the works listed 
in the Bibliography. yr. 



Employment prospects 

Faced with an increase in the demand for work of this order of ma- 
gnitude, it is quite clear that the growth of jobs in the “ modern ” sector 
especially the core sectors manufacturing and public utility infrastruc- 
ture will be quite insufficient to match prospective requirements, as they 

have been insufficient to match past requirements. By simple arithmetic, 
a manufacturing sector employing 20 per cent of the labour ITorce would need 
to increase employment by 1 5 per cent per annum if only to absorb the 
increase in a total labour force growing at 3 per cent per annum. In 
addition, because of productivity increase, about 3 per cent growth per annum 
in output seems needed to maintain a constant labour force in manufacturing. 
Thus, except in a very few countries, the expansion of manufacturing em- 
ployment has had no more than a marginal impact on total employment 1 . 

It is hard to see how some great spurt in modern sector employments 
could occur in the near future ; indeed, it is not difficult to find reasons for 
supposing that maintenance of past rates of increase will be hard to achieve. 

Income distribution 

There is little doubt that a considerable number of potential entrants to 
the modem sector have, of necessity, been absorbed into stagnant or slow 

growing sectors into traditional agriculture and handicraft manufactures 

and into low productivity service activities. We know very little about the 
trends effects o Z this, either on work income or its components, work time 
and the wage per unit of work time. Nevertheless as moie empirical studies 
of income distribution, underemployment and family consumption become 
available, it is at least arguable that large groups of people have experienced 
lit do or no broad based improvement in standard of living during the recent 
development period and may even have become worse off, despite recorded 
increases in real national product per capita of between 20 and 50 per cent 
for most countries 2 . Even from the narrowest economic point of view, the 
consequences for work efficiency (mental and physical) of the inadequate 
diets of the poorest groups merit serious attention, while the standard of 
living of the low productivity workers in general contrasts markedly with that 
enjoyed by the more privileged groups of urban workers and employers in 
the modern sector, to whom most of the benefits of recent growth have 
accrued. 

Unetn ploy men t 

There are several studies, mainly in the form of sample survey enquiries, 
which reveal that a very high level of open unemployment already exists, 
mainly in urban areas, and especially among young people. We shall have 
more to say about the characteristics of unemployment later ; suffice it here 
to point out that this formidable body of young and often relatively well 
educated u ..employed forms only the spearhead of a reserve army of low 
productivity workers in rural and urban areas among whom the waste of 
human potential is massive. 

1. In some African countries manufacturing employments seem to have been falling. 

2. National Accounts of Less Developed Countries [*]. For the period 1950-66 
regional averages were roughly Africa 30 per cent, Latin America 34 per cent and Asia 44 
per cent. 
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Urbanisation 

If the rate of increase in population in many less developed countries 
merits the description “ explosion ”, superlatives are lacking to describe 
the urban growth rate. While most calculations have shaky foundations, 
the evidence is that “ urban areas ” in Latin America and Africa are not 
uncommonly growing twice as fast as the population as a whole and even 
farter in some of the larger agglomerations. It is hard to say whether the 
great mass of migrants are better or worse off after the move, but their pre- 
sence does create demands for urban services which (however desirable on 
social grounds) can deplete already hard-pressed development budgets. Im- 
balance between urban and rural human resources is intensified because 
migrants are often young and motivated people. 

Output and Employment 

It is obvious that the political and social unrest likely to accompany 
heavy unemployment or underemployment and extreme inequality in the 
distribution of income is a threat to the stability of the growing economy. 
For this reason alone some general re-assessment of policy in the light of 
these trends is justified, from which more stress on employment creation is 
a likely outcome 1 . In addition, we would argue that both the size of the 
problem and its direct connections with major politico-economic development 
objectives require, in many cases, that the re-assessment be undertaken from 
the very centre of development strategy. This raises a possibility that con- 
flict between overall output growth and employment creation could arise 
because labour intensive development may be inefficient. The argument 
has, in the past, been the main justification for the comparative neglect of the 
employment issue. If valid, the problem is even more intractable than it 
would otherwise be since however such a conflict between objectives were 
resolved, emphasis on employment creation is likely to be ^greater ^ if it is 
not growth frustrating. It is important therefore to get the facts of the 
situation correctly assessed. 

The following few paragraphs serve only to focus attention on certain 
important issues in this crucial debate and are not intended as a comprehen- 
sive statement and still less as a conclusive one. 



Industrialisation policy 

On the whole, during the post war period, underdeveloped countries 
have opted for policies which concentrate efforts on the development of a 
modern industrial sector to serve the domestic market. Within this sector, of- 
ten very high rates of growth of output and productivity have been achieved. 
But it is not surprising, if a lot of capital is used that a lot of output 1S o 
tained nor if capital is applied to relatively limited inputs of labour that 
productivity growth is high. There is, in fact, quite a lot of evidence (es- 
pecially relating to low levels of capacity utilisation 2 ) suggesting that the 
rate of return on substantial parts of this investment has been disappointingly 
low. There is also increasing concern that further development may be 



1 It should be pointed out that this assessment process seems now to be going for- 
ward at a very rapid rate if the number of research papers and other academic or policy 

oriented contributions dealing with the subject is any guide. m A . r 2i 

2. See e.g. the estimates shown in The Process of Industrialisation in Latin America L J 
and Industrial Excess Capacity and its Utilisation for Export [ 3 ]. 
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blocked by the exhaustion of the quick possibilities in regard to import sub- 
stitution on the one hand, and by failure to develop a basis for growth through 
export markets on the other 1 . 

It is of course not at all easy to discover how great are the real benefits 
or the real costs of developing a modern industrial sector. But it is clear 
that with government help, much investment becomes self justifying because 
domestic prices can be pushed up when imports are restrained or because 
favourable tax treatment and low interest rates effectively reduce the invest- 
ment costs. In these circumstances, the structure of “ market ” prices may 
be far removed from the “ shadow 99 prices reflecting social opportunity costs 
and benefits, hence much output and productivity growth as recorded may 
be illusory when correction is made for these price distortions 2 . Further- 
more, it is worth remembering that modem industry outputs not only sub- 
stitute for imports but often for domestic outputs produced in the traditional 
sector using a lot of labour 3 ; the advantages and encouragements have by 
no means been available to all firms or sectors of industry. 

Policies (or sometimes the lack of them) concerning wages have also 
been important in explaining why employment grows so slowly in the modem 
sector. High and rising real wages for favoured groups seems quite com- 
mon in less developed countries despite general labour surplus. While some 
causes of this can indirectly be attributed to policies which promote capital 
intensive industry, generous government wage scales have set the tone in 
some countries and “ fair wage 99 policies, including the accretion of western 
style fringe benefits, have also been encouraged, not least by the international 
organisations. By attracting more labour than can be used, high wages 
directly add to the open unemployment problem and to the urbanisation 
problem. 

Pointing out the policy mistakes of the past provides grounds for a 
degree of optimism about the future since policies can be changed and 
change could improve the situation. But many policies once established are 
difficult to reverse and even if reversed may not be very quick acting. Thus 
improving the existing price structure in line with social cost/benefit prin- 
ciples is not easy given an initial high cost industrial base and the quick 
alternatives extensive tax/subsidy schemes or more direct forms of ad- 
ministrative control have their own inefficiencies. But even with em- 

ployment growing fast in the modern sector, the impact on the whole economy 
tends to be small because such employments account for a small proportion 
of total employment. Perhaps the most important consideration is that less 
emphasis on industry as a whole and more on agriculture might have resulted 
in more favourable overall trends, in output growth as well as in employment 
growth. 

Production techniques and technical change 

Since most new techniques arc invented in developed countries where 
unskilled labour is relatively expensive, it is often argued that they tend not 

1* Questions of this kind are central to the studies on Industrialisation and Trade 
of the Development Centre and arc extensively discussed in the p rncrai volume of the 
series by Little, Scitovsky and Scott («J. 

. Tbc methodology of social cost-bcncfit analysis in application to industry in 
developing countries is discussed extensively in Little and Mirrlecs [*J. 

3. Marsden 1*1 describes a number of case histories. 




to be well suited for developing countries where labour is cheap. Also, 
because most developed countries are reasonably large in population and 
income, and because trading is extensive, new techniques tend to embody an 
optimal scale of operation which is large in relation to the capacity of 
markets available to less developed countries. Hence the famous techno- 
logical gap primitive, labour intensive techniques mainly for basic wage 

goods and agricultural commodities at one end of the spectrum, modern, 
large scale, capital intensive techniques at the other end, and very little in 
between. 

Whether the bias toward labour saving in technology actually creates 
unemployment depends partly on factor price rigidities, but in any event, 
employment creation in both modern and traditional sectors would undoub- 
tedly be easier if technical progress could be pushed in labour intensive 
directions 1 . Thus while the main effect of capital biased technical progress 
in developed countries is to offset a tendency for the returns to capital to 
fall as accumulation proceeds, in developing countries, where capital is any- 
way scarce and labour supplies growing rapidly, it rather intensifies a ten- 
dency toward inequality in income distribution between capital and labour. 

There arc. in principle, two kinds of constructive response to this 
situation — adaptation of the technology to fit the factor endowment or 
changing the endowment to fit the technology. Less developed countries 
in general have overwhelmingly favoured the second rather than the first 
course, not least through human capital augmentation using educational 
programmes designed (if not always well designed) to develop the vocational 
skills needed for 94 modern ” activities*. While probably no one would ques- 
tion the wisdom of heavy investment in education, more should almost 
certainly be spent than is now the case on the search for intermediate techno- 
logies and the like 3 , whose potential benefits are vividly demonstrated by 
recent developments in the agricultural scctor. 

Incarne inequality and savings 

An important part of an employment geared development programme 
is likely to consist of measures which would ** improve 99 the distribution of 
income. Neglect of income inequality problems is sometimes justified on 
grounds that the rich save proportionately more of their income than do the 
poor, so that a higher aggregate saving income ratio is achieved where few 
people receive most income and most people very little income. It is also 
held that big profits For large scale producers provide both means and in- 
centive in encouraging rc-investment. Possibly, therefore, policies to pro- 



1 . Particular examples in which capital-intensive techniques are unambiguously 
mure cfFuicnt than labour intensive techniques can readily be found (i.c. where the labour 
intensive technique uses more capital per unit of output than docs the capital intensive 
technique). But it is not clear bow widespread or important these cases arc at whole 
economy level. If capital and labour are both i released by modernising a particular pro- 
cess they can be us*d together in some other activity. 

2. One cannot but be struck by the enormous literature dealing with 4 ‘ manpower 
planning ”, or manpower development , as compared with what little has been done relating 
to manpower utilisation . 

3. Some estimates of research and development expenditure, by Mr. Charles Cooper, 
arc reported in Singer PI. According to these estimates, only 2 per cent or world research 
expenditure (excluding Sino-Sovlct countries) takes place in less developed countries 
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mote a better distribution of income could reduce growth by cutting back 
savings. 

It must be conceded that this argument has some truth in it ; undistri- 
buted corporate profits are a very important source of savings and low 
income earners in aggregate appear to save very little. On the other hand, 
there are very few usable statistics, some understatement of both savings 
and investments at low income levels seems likely, and the few attempts to 
analyse savings behaviour tend to suggest rather high marginal propensities 
to save among some low income groups like small farmers. Some countries 
do seem to be able to combine relatively equal distribution of income and 
relatively high personal savings, Taiwan and Japan being two examples 1 . 
Perhaps the truth is that without more reliable and more detailed statistics of 
savings it is difficult to provide much firm evidence for any hypothesis about 
savings behaviour in less developed countries 2 . 

But even if it were certain that less savings would be generated if 
income were to be more equally distributed, it does not follow that growth 
is faster unless the savings are efficiently used. Savings and investment are 
closely linked activities where financial intermediaries are absent or highly 
undeveloped. Thus savings of rich households are often realised in forms 

which do not add much to productive capacity like luxury housing and 

foreign assets, while the rc-in vestment of the large corporations may only be 
forthcoming where additional doses of protection permit an extension of 
high profits for sometimes economically dubious activities. In sum, the 
savings argument for inequality would be stronger if there existed efficient 
financial institutions and markets to ensure that savings were well used. 
In this circumstance, however, savings at lower income levels might also 
be forthcoming in greater amounts. 

Finally, consumption patterns under extreme income inequality while 

in some ways labour intensive a lot of domestic servants are employed 

and while yielding government revenue from indirect taxation of luxury items, 
tend also to be biased towards relatively sophisticated often capital and 
import intensive goods. Disproportionately large amounts of foreign ex- 
change and capital may be tied up ir satisfying these demands. In contrast, 
the consumption levels of the very poor in a number of countries are so low 
as to justify considerable concern that food and other necessities may be 
insufficient to provide the needs for efficient working. Certain types of 
malnutrition affecting children in poor households can also have long term 
effects on mental and physical development which may be irreversible for 
those who suffer them 3 . Consumption as well as investment can increase 
the capacity to produce. 

In short, we believe that the onus of proof is on those who would 
argue that marked inequality generates high growth ; that the social and 
economic side effects of marked inequality are negative seems fairly clear. 

None of these arguments, however, serve to contradict a belief that 

1 . See Oshima [•]. Oshima makes the point that more equal income might help 
reduce personal dissavings at low income levels. 

2. Recent controversies about savings behaviour in developed countries are of some 
relevance in this context; in particular the series of powerful attacks on the hypothesis 
that the average propensity to save systematically increases with increasing income. 

3. Available evidence about malnutrition is considered in some detail in Chapter III. 
Adequate income is of course a necessary and not a sufficient condition for adequate nu- 
trition, but the available evidence suggests that the connection is fairly close. 




the marginal product of labour at full employment would be very low in 
most countries or, given the capital resources available, that the marginal 
product of labour will increase only very slowly at 3 per cent growth per 
annum in labour force. With the best of policies, nobly administered, some 
countries have so little good land and capital in relation to population re* 
sources that the scope for improvement in earnings and employment is stric- 
tly limited, at least in the short run. 

Employment, Unemployment and Earnings 

In this final section of the chapter we attempt to draw out some points 
emerging from the detailed examination of labour market conditions in less 
developed countries which seem particularly important both, as indicating 
the types of approach to the problem likely to be most fruitful and in helping 
to define appropriate criteria by which the success of policies might be 
assessed. Let us state at once however that much of what follows is based 
on such scanty and unreliable evidence that we have been led to a conviction 
that nothing is more important at the present time for deriving the sensible 
conceptualisations which arc the foundation of good policy than a major 
effort to gather more data. Wc still know almost nothing about the trend 
and little enough about the level of such magnitudes as unemployment and 
poverty and will continue to know nothing for a number of important 
countries unless systematic enquiry is begun now. 



Initial conditions 



It is well known that the concepts of labour force and therefore of 
employment and unemployment are difficult to apply in less developed 
countries. In consequence important analytical constructs like the participa- 
tion rate and the rate of unemployment are highly sensitive to seemingly 
trivial or arbitrary differences in measurement procedures 1 . In practice, 
for males the main problem is the fundamental distinction between em- 
ployment and unemployment (since nearly all adult males are in the labour 
force) ; for females, it is whether or not to include the large group in mainly 
rural areas whose economic activities are essentially sporadic and whose 
domestic activities often include the provision of services which in more 
advanced communities are purchased (like making clothes and basic pro- 
cessing of foodstuffs). There are no easy solutions to these problems, 
apart from abitrary ones. Sophisticated approaches, such as detailed studies 
of manpower time, tend to use up a lot of scarce resources. 

Two more fundamental features are behind many of these difficulties. 
F*irst, a lot of economic activity is organised in family (or extended family) 
production units within which the sorts of rigid demarcation between work 
time and leisure time which help to define unemployment and employment 
are not observed and where it is natural for share alike to apply to work 
as well as to income. In this context, sporadic and partial often describe 
the work of men as well as women and income generating activities can in- 
volve all except the very youngest children in some degree. 



I. By the participation rate is meant the ratio of persons at work or seeking work 
of a aiven population group to the total population of the group. ^ Similarly, the unern- 
ploy men t rate is vne ratio of persons seeking work to those seeking work or at work. 
These definitions and others are considered in more detail later in the dook. 
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A second important r is that real earnings tend to respond quic- 

kly to market pressures espec ally outside the relatively small (through grow- 
ing) organised and mainly urban sector of the labour market. This is partly 
because of the sheer weight of small scale self employments in agriculture, 
traditional manufactures and services and partly because established wage 
differentials based on formal (certificated) skills apply to very small groups 
so that there is typically a large pool of labour v/hich the market treats as 
unskilled. 

An important contributory factor is that most workers lack the finan- 
cial reserves which make possible an extended period of waiting for the 
** right ” job (social security covering only a tiny fraction of the population) 
even if qualified by experience to pursue it. In the circumstances of many 
less developed countries, for the family breadwinner to be without work 
for an extended period is a major disaster which somehow has to be avoided ; 
often any type of work is better than none. It is th us to be expected that 
short or long term variations in the demand for labour relative to supply 
would result in changes in earnings as well as changes in the level of em- 
ployment. In the process, complex repercussions on the rates of participa- 
tion and unemployment occur which are difficult to unravel. 



U nem ploy merit 

These considerations suggest that the employment problem in less 
developed countries cannot just be identified with an unemployment pro- 
blem. Although rates of unemployment are often extraordinarily high, as 
important, probably more important, is the situation of employed groups 
who earn and consume very little because their productivity is so low. Con- 
ventional procedures for measuring unemployment, based usually on con- 
cepts deriving from Keynesian €€ involuntary ” traditions produce statistical 
estimates which are therefore misleading in relation to the overall “ size 99 
of the employment problem. Sometimes such measures serve mainly to 
identify important but special groups in the labour force to whom immediate 
needs for some income generating occupation are less imperative than is 
generally the case 1 . Thus differences between countries or regions in the 
level of unemployment so measured are not good indicators of differences 
in the overall magnitude of the employment problem. 

We might expect unemployment to be a more accurate reflection of the 
state of the labour market in countries and areas where the structure of 
labour markets is relatively more developed. To some extent this is support- 
ed by factual evidence. For example, the structure of unemployment in 
the relatively developed countries like Argentina and Chile seems much rjore 
like that of developed countries proper than is the case for very poor countries 
like India and almost invariably for particular countries, unemployment is 
much higher in the richer urban areas than it is in rural areas. But it is 
difficult to get much beyond this sort of broad statement for want of suf- 
ficient data on unemployment (especially in Africa and Latin America). In 
Chapter II a good deal of evidence is assembled suggesting considerable 
differences in labour market structure from one country to another, so over- 
generalisation from too few cases is a real danger. 



1. In the case of females paiticularly, unemployment may also be understated be- 
cause available earnings opportunities are so meagre as to discourage any attempt to seek 
work outside the home. "I C 
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However, notwithstanding statistical and t ther problems, there is a 
surprising degree of uniformity in the findings c surveys dealing with urban 
open unemployment. Usually, in cities like Bombay, Lagos, Singapore or 
Curacao a high proportion of those unemployed are young, relatively well 
educated (and seeking non-manual work), have little or no work experience 
and are dependents rather than heads of household. Thus the unemployed, 
as we might expect on the basis of our previous arguments, are to a consider- 
able extent drawn from groups with relatively strong claims on others 1 . 
In Africa the problem of unemployed youth is particularly serious partly 
because the traditions of the extended family or tribal group are powerful, so 
widening the support base to be drawn upon, but in Asia and Latin America 
too unemployment is often mainly a problem among young people. Our 
findings suggest, therefore, that beside straightforward aggregative differ- 
ences between supply and demand which occupy the centre stage in developed 
country analysis, factors like differences in current and prospective (or ex- 
pected) earnings between modern and traditional sectors, job aspirations and 
education, may also exert an important impact on the level of unemployment. 

U rule r employ me nt 

We have already argued that part of the problem in measuring unem- 
ployment, especially in rural areas, arises because there is no sharp distinc- 
tion between work and leisure ; a lot of people have no work for part of the 
time and do not actively seek extra work even through they might accept it 
if it were offered. A somewhat similar phenomenon, also difficult to 
measure, is disguised or invisible underemployment, which occurs where 
people are technically at work but virtually idle. This may happen in 
traditional agriculture or handicraft industry because being at the work place 
is almost the same thing as being at home and it happens in the urban service 
sector because it is of the essence of these occupations that the workers has 

to be ** on the job at the street corner, in the shop, at the taxi rank 

whether or not there is work to be done. 

Thus it is perhaps not surprising to find an element of conflict between 
the widely held belief based on direct observation that there exists substan- 
tial underemployment in less developed countries and the evidence provided 
by the sample survey enquiries. These suggest rather that hours worked even 
in rural areas (though the evidence here is very thin) are long and that the 
quantum of underemployment m the sense of extra hours work sought is not 
very great absolutely and certainly much less than open unemployment. 
Average hours worked among the employed population are usually around 
45 to 50 per week, with a large fraction working 60 hours per week and 
more. 

The surplus labour approach to the measurement problem 

There is an alternative approach to the underemployment problem 
which attempts to avoid many of the difficulties implicit in simple sampling 
procedures. This, the surplus labour approach has a long history parti- 
cularly in the theoretical literature and especially in relation to traditional 

I. It shouid e pointed out that while the surveys often provide information on such 
matters as age, sc . marital status, education, etc., next to nothing of a direct nature is 
known about the s background of the young unemployed or the incomes of the fa- 

milies who support them. 




agriculture to which most empirical applications of the approach have been 
confined. 

Basically, these methods (there are more than one of them) involve 
comparisons between numbers of €€ men ” (or in more precise applications, 
man days or man hours) available for work and the amount of work which 
needs to be done to produce the output which is in fact produced. Where 
men available exceeds work available the difference defines the labour sur- 
plus. It is perhaps reasonably clear that some data on labour force and, for 
example, labour inputs for various activities, can provide a basis for rough 
estimates of this kind where most other information is lacking. This is one 
justification of the method quite apart from deficiencies of sample methods. 
However, the statistical requirements for estimates of surplus having any 
claim to precision should not be understated 1 . 

But if the methods are to taxe account of more than a simple discre- 
pancy between work time used and work time available (which in any event 
could be assessed more accurately from well conducted sample surveys 
taken over the course of the entire agricultural calendar), it is necessary to 
go beyond what time is actually spent at work to the amount of work required 
from men working efficiently. This implies the application of some no- 
tional productivity yardstick by which to judge the effectiveness or existing 
labour utilisation. The prof ;n here is not so much that such yardsticks 
are difficult to construct as that there are a large number to choose from. 
Improvement in labour usage is an open-ended process. One can begin 
from some simple change in cultivation techniques or land utilisation (for 
example, consolidation of land holdings), right through to changes which give 
farmers access to the technology and range of inputs used in developed coun- 
tries. Clearly nonsensically large labour surpluses can be generated by 
supposing existing outputs to be produced at developed country levels of 
productivity. But even a progression from ** simple ** organisational reforms 
through to extensive application of capital intensive farming methods is not 
straightforward to establish 2 . In many countries it may be operationally 
simpler to raise productivity by providing large farms with tractors and 
fertiliser than to get peasants to consolidate their holdings or abandon inef- 
ficient techniques. For these sorts of reason it. is easy to see why the 
extent of surplus labour has remained highly controversial and why profes- 
sional opinion continues to differ about its extent. 

Our conclusion is that surplus labour measures are not an effective re- 
placement for sampling procedures and, more important, that such measures 
do not provide adequate yardsticks by which to judge the success of em- 
ployment policies. 

The income apprcr&ch to measurement 

Where hidden or disguised unemployment is extensive, a somewhat 
more hopeful approach in the long term to measuring the size of the em- 

1. Since surplus is defined as a difference between two magnitudes it is highly sensi- 
tive to the assumptions underlying the estimation of these magnitudes. For example, 
where initially a labour surplus of 20 per cent is estimated, writing up labour available by 
lO per cent will increase The surplus by 50 per cent. 

2. Sec Myrdal [ e ] for extensive discussion of these points in the Asian context (espe- 
cially Volume 2, Chapter 22). A detailed development of the argument related to an 
African background is given by Reynaud [ 10 1- 





ployment problem and degree of progress towards its soia*io* is> V- believe, 
offered by an emphasis on poverty. Poverty and the circ u te^U Ce ^ U which 
it arises would be identified from information derived b^t not solely 

from sample surveys relating to expenditure, income ^hd tW manner in 
which income is derived. Sample enquiries could, for focus on 

the economic circumstances of potential or actual full brr» e ^OrK^rs with 

earnings below some reference level say one third or l^s^ of average full 

time earnings of the employed population (or relevant s^&n^ht °f W. The 
enquiry would, thus encompass the unemployed as well as ti H 1 ploy ed • 
The approach recommends itself for a number of re^of 18 : 

a) Low productivity is more widespread, than unem- 

ployment as such and is likely to constitute at le^t serious a 
waste of resources. 

b) From the social point of view as well, we krt^TW v ^ry htMc about 
the relative poverty of the unemployed and lo^ pr^d^ti y wor- 
kers. It may well be that many low productivity w 0 ** k^rs are just 
as badly off as the unemployed sons of middle ‘he 01 * ie families 
seeking comparatively well paid jobs in the mo^rA 

a) Appraisal through poverty measurement direct ^tt e ution to low 

productivity working from whatever cause, account of 

situations in which hours worked are long as those where 

hours are short or zero. The approach also a V<7i<4 s l tK> heavy a 
reliance on constructs like labour force, empl^yrO^t and unem- 
ployment which as we have indicated are often 
d ) Lastly, income differences would seem to provide A treasonable and 

objective basis for distinctions between occupations which are 
•* marginal ” and those which are not. At the pr£ s cftt time, much 
talk about “ marginal ” activities 4 ‘ non-employ^eAt ff and the like 
lacks conviction for want of a conceptual basis* 

More generally, we believe that such an approach xUigpt j*elp to correct 
a tendency we detect in some current discussions to put to O m u ^h emphasis 
on unemployment aspects of the problem. Lest we b^ of under- 

statement on this issue, let us emphasise our belief that °p^ n unemployment 
is very important ; it concerns young people who are at^ th^ of acquir- 

ing good habits of work discipline and n&otivation and in \Vhofn society has 
invested substantial scarce resources ; the unemployed ip d^ v eJ°bing as well 
as in developed countries do react quickly to their situati°h ^re therefore 

a sharp focus for urban discontent ; and for the unemployed ^vf*° cannot rely 
on others being without work is the worst type of pov^^ty ^i^^tion. Cer- 
tainly we do not advocate that enquiry into open unert* PI should be 

abandoned but rather that such enquiry (as part of the b<? v ^ rt y survey) 
should be undertaken more widely than at present. Of some peo- 
ple use “ unemployment ** to refer to a much broader of situation 

than is uncovered in the usual sort of labour force survey. in our vi' w 

there is something to be said for adhering to the i? n • fammar 

conventions of definition both to avoid ambiguity and to emphasise differ- 
ences in situation which are sufficiently great to be wc?nh distinguishing. 

While unemployment is important, we do not mat the main 

K Though since “ underemployment ** is liable to mS»interPO;t**ho** hxany ** under- 
employed ” workers may be employed for sixty hours a week ! - Alternative des- 

cription might be preferred. 



effect of the continuation of the trends outlined in the first section will be 
a dramatic increase in rates of unemployment, though a considerable increase 
is likely to occur 1 . Rather, we would argue that the most likely general 
consequence of an intensifying employment problem will be a further twist 
in the already highly skewed income distributions with possibly some absolute 
deterioration in standard of living among the poorest groups and certainly 
not much prospect for improvement. 

It is this last possibility which leads us to put particular emphasis on 
poverty measurement. We believe that there is a need to focus on the 
likelihood of a widening gap in absolute and probably in relative levels of 
income, between the upper level of income earners (whose future prospects 
are increasingly tied to income levels and growth in developed coun- 
tries) and income earners at the tail of the distribution. An income 
of $ 1,000 growing at 6 per cent per annum increases to $ 3,207 after 

twenty years while an income of $ 200 growing at 2 per cent compounds 
to only $ 297 over a similar period ; the gap in absolute terms widens from 
$ 800 to $ 2,910 and the ratio of high to low income increases from 5 
to 1 0. It is hard to believe that trends of this kind could long persist in 
a modern developing economy without a breakdown of the systems which 
produce them. Whether such trends are or have been in operation, how- 
ever, is virtually impossible to determine on the basis of information avail- 
able at the present lime ; even such basic magnitudes as the calorific and 
protein equivalent of the foods consumed aC low income levels remain 
shrouded in mystery. 

Advocacy of a poverty approach to the employment problem should 
not be taken to imply that simple resource transfers would necessarily play 
a large part in possible policy solutions 2 , or indeed that high incomes need 
to be reduced if poverty targets are adopted. More important is how the 
increment to income generated in the growth process gets distributed. 
Again simple artihmetic may be helpful. Suppose average per capita in- 
come to be growing at 2 per cent per annum and that the lowest 20 per 
cent of families receive 6 per cent of total household income (the figures are 
not altogether unrealistic). If half the total increase in per capita income 
is devoted to improving the income situation of the lowest 20 per cent, the 
arithmetic tells us that incomes among this group can rise at 15 per cent 
per annum or, equivalently, could be doubled in five years. 

Whether measurable unemployment or low income is taken as the 
fundamental correlative of the employment problem, policy solutions will 
undoubtedly call for employment creation on a massive scale. As was 
argued earlier in the chapter, existing evidence (which is not saying a great 
deal) is certainly not so clear cut as to warrant a conclusion that such policies 
would necessarily lower the overall growth rate, and indeed we may reason- 
ably hope that employment, output and the distribution of output could be 
increased and improved simultaneously. 

Rut it may be that the scope for simultaneously increasing growth rates 
and improving employment opportunities will turn out to be modest and it is 
easy to see how ill-conceived or half-hearted policies would be ineffectual 



1. Not least because widening income gaps are themselves likely to aggravate the 
problem of unemployed youth. 

2. Though in many countries such . transfers are important particularly where the 
distribution of the ownership of agricult u tjid is highly skewed. 





*4 A. 



if not positively harmful. Nevertheless, the political and social consequences 
of failing to grapple with the problem are likely to slow up growth as well. 
Political scientists, however, are noticeably cautious in tracing direct con- 
nections between economic conditions and social or political upheaval. 
Perhaps the most important point is that growth which leaves substantial 
sections of the population little better off than before seems anyway a 
doubtful objective to pursue. Fast growth may be a necessary condition for 
development but that it is not a sufficient condition is becoming increasingly 
clear. 
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Chapter // 



LABOUR FORCE AND THE STRUCTURE 
OF EMPLOYMENT IN LESS DEVELOPED COUNTRIES 



In this chapter we examine prospects for growth in the labour force 
and recent changes in the structure of activity, which were two of the im- 
portant features noted at the beginning of the last chapter. We begin with 
an appreciation of the situation now existing, giving some attention to statis- 
tical and conceptual difficulties. Because of these difficulties available 
evidence needs to be interpreted with considerable reserve. 

Labour Force and Population 
Partial pat ion rates 

Size of population is the first and most important determinant of the 
size of the labour force 1 , but the relation between population and labour 
force, the coefficient known as the participation or activity rate, can vary 

considerably in practice, from about one quarter up to around one half. 

Thus a country with low participation can have a labour force only as big 
as a country 7 with half the population 12 . 

While crude participation rates, which apply to the whole populations, 
can differ for a variety of reasons, much the most important arise from dif- 
ferences in age structure and, to a lesser extent, from differences in measured 
female participation. Table 1 indicates differences between developed and 
developing countries in these respects. 

Thus for males the overall participation rate in developing countries 
would be significantly higher than for developed countries were the age 
structure not so heavily tilted toward yoi ng age groups 3 and for females this 
effect of age structure is reinforced by a tendency toward lower participa- 
tion among the age group 1 5-24 which is not offset by higher participation 
among other groups. While for males (with some qualifications in respect 
of the 15-24 age group), there are no great divergencies at the national or 
regional level from the averages of Table 1, for females such differences can 
be very considerable. Two extreme cases are shown in Table 2. 

1. According to the most complete estimates, the^ labour force of less developed 
countries, at nearly 600 million, is about twice as big as in the non-communist developed 
countries. See Ypsilantis I 1 ]. 

2. For example, Algeria, with a population of 11.8 million in 1966 had a labour 
force of only 2.6 million while Ghana in 1960 counted 2.7 million workers in a population 
of only 6.3 million. 

3. About 42 per cent of the population are less than 15 years old in developing 
countries, compared with 25 per cent in Europe and 31 per cent in North America. See 
World Population Prospects , UN p]. 
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Table II. 1. AGE AND SEX SPECIFIC PARTICIPATION RATE DATA 

ESTIMATES FOR 1965 



Percentage rates. 



Age Group 


Males 


Females 


Less Developed 
Countries 


Developed 
: Countries 


Less Developed 
Countries 


j Developed 
Countries 


0-14 


6.5 


1 .3 


4.0 


0.8 


1 5-24 


78.1 


70.2 


36.9 


47.8 


25-54 


96.3 


96.1 


40.1 


40.3 


55-64 


86.8 


82.6 


29.2 


30: 1 


65 -h 


57.5 


30.0 


14.5 


_ 92 


Total 


53.2 

i 


58.3 

i 


22.9 

! 


26.8 



Source : Ypsilantis [i]. 



Note. ” Less developed countries ** exclude Sino-Soviet countries, OECD countries and Southern 
Africa, Australia and New Zealand. Developed countries exclude Sino-Soviet countries. 



Table II. 2. FEMALE PARTICIPATION RATES 
WEST AFRICA AND NORTH AFRICA (1965) 



Age group 



0-14 . . . 

15-19 . . . 

20-24 . . . 

25-44 . . . 

45-54 . . . 

55-64 . . . 

65 + 

Total 



Source : See Table II. 1. 



Percetituge rates. 



West 

Africa 



4.0 

65.4 

68.9 

71.7 

70.3 

58.3 

32.3 



38.0 



North 

Africa 



4.0 

19.1 

19.2 
16.9 
16.5 

13.3 
6.8 



11.3 




Clearly, at the most general level, non-economic factors are much the 
more important element in the explanation of differences in participation 

rates between different age groups or between the sexes childhood, 

childbearing and old age are physical facts and social or cultural fac- 
tors everywhere tend to keep married women at least part of their adult 
lives in the home 1 , and, therefore, by the usual conventions, out of the 
labour force. tseyond these broad influences, which operate to varying 
degrees everywhere, it is not easy to generalise. Many of the possible 
economic and social determinants interact in ways which it seems are almost 
impossible to disentangle 2 . 

For women in particular, while cultural constraints on activities outside 
the home tend to be stronger at low levels of income and development, 
these are just those situations which are characterised by a good deal of 
economic activity within the family or household from which women are 



1. Most strikingly in Moslem countries, where overall female participation rates 
rarely exceed 10 per cent. 

2. XJN studies dealing with these issues include Demographic Aspects of Manpower [ 3 ] 
and The Determinants and Consequences of Population Trends [ 4 ]. A brief summary of 
leading issues is given by Pennimcnt [«]. 
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